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State Income Tax
*
By Clem W. Collins
INTRODUCTION

I approach this subject with a great deal of diffidence. The
subject of the incidence of taxation is so broad and it has had
devoted to it the profound study of so many eminent scholars
who differ on many things, including the propriety and desira
bility of the income tax, that in discussing it I am forcibly re
minded of the quotation, “Fools rush in where angels fear to
tread.”
However, all that I shall attempt to do in this humble contri
bution is to present a few theories, facts and conclusions which
it is hoped will be provocative of thought on the subject of a state
income-tax law for Colorado, which must eventually, and prob
ably soon, become a live issue in this state.
In recent years, more attention has been given to the study
of taxation with a view to finding new sources of revenue for
meeting the increasing demands of organized society and also
with a view to more nearly equalizing the distribution of the
burden.
The National Tax Association has done monumental work
and has perhaps been the most potent organization formed for this
purpose in that it is composed of representatives of educational
institutions who are students of the subject in its theoretical
aspects; of tax officers and others appointed by the governors of
the several states who represent the practical end of the problem,
being administrators of the laws and the taxpayers themselves;
and, as a third group, of certified public accountants appointed
by state societies of certified public accountants who have
the combined interest of the student, the practitioner and the
taxpayer.
The labor of the National Tax Association has, I believe,
accelerated the national evolution of thought along tax lines
during the last several years and has served to guide national,
state and local tax laws along scientifically correct theories of
public finance, except as they have inevitably been influenced by
political and other local influences.
* Address delivered before a meeting of the Colorado Society of Certified Public Accountants.
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The taxpayers’ associations in many states of the Union have
also exerted considerable influence in matters of taxation. These
associations are frankly selfish, their object being to relieve the
taxpayer, if possible, of some of the burdens of taxation. Since
however, that is the proper objective of every government and
every student of political economy, their purpose is worthy and
entirely legitimate.
Civic groups have sprung into being in recent years and have
taken up aggressively the study of public finance, and their
labors have found expression in ways that have influenced public
thought and legislation. Private classes are being formed with
capable instructors to teach theories of taxation, which shows
an earnest interest in the subject on the part of the people and
portends advancement in legislation.
The period of the war and the reconstruction period following
the war have naturally produced the greatest activity in tax
matters. Enormously greater sums were required then for pub
lic expenditure than were formerly spent. This caused the bad
features of existing laws to become especially burdensome and
relief was naturally sought by substituting or adding new methods
of collecting revenue. This explains the fact that all modern
income-tax legislation in the United States has been enacted
within the last sixteen years.
INEQUITY OF THE AD-VALOREM TAX ON PROPERTY AS THE SOLE

SOURCE OF REVENUE

Basis of equitable taxation is ability to pay
All systems of taxation from the beginning of society have been
based upon the theory of ability to pay. The application of
this theory may have been erroneous and unjust and the relative
ability of citizens may have been entirely misjudged in times past,
but the underlying principle has always been there and is still
our guiding star. The committee appointed by the National
Tax Association to submit “a model system of state and local
taxation,” rendered its report in 1919, and in this report were
stated the underlying principles of our state tax systems as
representing three points of view. In the words of the committee,
these are stated as follows:
“The first is the principle that every person having taxable ability
should pay some sort of a direct personal tax to the government under
which he is domiciled and from which he receives the personal benefits
that government confers.”
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The second principle as stated by the committee is:
“That tangible property, by whomsoever owned, should be taxed by
the jurisdiction in which it is located because it there receives protection
and other governmental benefits and services.”

The committee concludes its outline with:
“The third principle, somewhat less clearly and generally exemplified
by our tax law but discernible nevertheless, is that business carried on
for profit in any locality should be taxed for the benefit it receives.”

The ability to pay reflects in a way the benefit the individual
person receives from the state. Under its protection he is en
abled to accumulate wealth and so to invest that wealth that it
brings an income. Therefore, his ability to pay has resulted
from the benefits of government and he should contribute in
proportion to that prosperity.
The property tax has been from time immemorial the mainstay
of public revenue. It was originated as a faculty tax, or in other
words as being the best measure of a man’s ability to pay. It
was not the purpose originally to tax the property as such, but
to use it as a measure by which the benefit or, in other words, the
income derived by the owner could be taxed. A casual study
of the effect of the property tax today, however, would show how
far we have strayed from the original idea of a faculty tax.
Escape of intangible property
The evolution of society must carry with it the evolution of
its laws to reflect the progressing ideals of its members and to
meet practical conditions. The evolution of society in this
country has brought about conditions that have caused the gen
eral property tax to suffer a serious breakdown—not that it has
ceased to be the main foundation of our public revenue system
or that it will ever be otherwise, but that in its present adaptation
it is resulting in serious inequality in the distribution of the tax
burden.
If property were all of such character that it could not be con
cealed the situation would not be serious, but the growth of
intangible wealth in the form of municipal and commercial
securities, franchises, patents and goodwill, as well as personal
effects, has grown to such an extent and has been so successfully
concealed that the burden of taxation under the property tax
system has fallen almost entirely upon real estate.
The extent of this class of wealth can not be determined but it
probably is as great as the tangible wealth which finds its way
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on the tax rolls. If this guess be true, and it is nothing more
than a guess, tangible property is bearing double the burden it
should, eliminating more or less the immaterial relief received
from other sources of revenue; but whatever the amount of
wealth thus escaping taxation is, its share of the tax burden is
not being borne by its owners and some remedy must be found
for the situation. Every state in the Union has failed in its
attempt to collect taxes on tangible property and other property
subject to concealment. Colorado is no exception.

Efforts to remedy the situation
In Colorado, and in Denver especially, an earnest effort has
been made to find and assess intangible wealth. In Denver the
records of the probate court are examined to discover any money
or investments subject to taxation and all the estates are thus
caught, but it is only for the year. The decedents may have
possessed this property for many years prior thereto, but in
view of the fact that it is the conviction of tax officers that most
of this kind of wealth does not find its way on the tax rolls,
these officers do not have the heart to put on additional assess
ments for prior years, thereby compelling the widows and orphans
or the beneficiaries of these estates to pay a grossly exorbitant
tax in proportion to that of others whose wealth has not been
exposed by death.
In Denver during the last three years, competent accountants
have been added to the staff of the assessor and an examination
of the books of taxpayers has been made. This has resulted in
the discovery of considerable wealth in the form of intangible
property but in comparison with the probable aggregate of this
class of wealth, the amount so discovered is indeed small. So in
Colorado we still rely almost entirely upon general property tax
for our public revenues.
Twenty years ago students of economics were berating the
general property tax in no uncertain terms. In 1907 Professor
Charles Lee Raper, professor of economics of the University of
North Carolina, in an address before the National Tax Associa
tion at Columbus, Ohio, made this statement:
"For our states to continue to collect most of their revenue from that
miscellaneous and unclassified thing called general property, the method
of taxation which has no general defense except that based upon ignorance
and stupidity, as many of them in the past have done, and not a few
still do, is to continue to place a great premium upon ignorance, stupidity,
inaccuracy, laziness and dishonesty.”
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While we perhaps will not all subscribe to the strong terms in
which he describes the system, yet the soundness of his contention
is undoubtedly verified by the fact that most of the states have
ceased to place their reliance upon the general property tax as
the chief source of their revenue and have ceased to close their
eyes to the farcical assumption that intangible wealth is being
taxed under this system. Different methods have been tried by
several of the states to secure a tax on intangibles. Some place
heavy penalties upon the owners where it is found that they have
been concealing such property and in other states this class of
property is classified and taxed at a lower rate than other property,
not because it should not pay as high a rate but frankly because
the taxing authorities acknowledge their inability to circumvent
its elusiveness and because it is hoped that a lower rate will entice
it out of its hiding place. Some success in this direction has been
achieved but it has been far from satisfactory. However, few
states in the Union today are attempting to collect taxes at the
regular rate on intangible property. Colorado is one of the few
that has not abandoned the pretense.
OTHER SOURCES OF REVENUE

Local government
In Denver 77 per cent. of the revenue raised is from general
taxes. This, of course, excludes revenue from public utilities and
special assessments for local benefits. The other 23 per cent.
represents, for the most part, fees for services rendered in the
various departments of the local government and does not repre
sent charges for the purpose of revenue but rather charges to
cover the cost of administration, as practically all of the revenue
for the general departments of government is raised through
general property tax.
Denver pays 27 per cent. of the taxes of the state of Colorado,
so the above percentage of revenue from the property tax applies
to 27 per cent. of the state. Eighty per cent. of the revenue
raised by the city of Pueblo is from general taxes and Pueblo
pays 4.8 per cent. of the taxes of the state. In Colorado Springs
91 per cent. of the revenue is raised from general property taxes
and Colorado Springs pays 4.6 per cent. of the taxes of the state.
These are the only cities in the state having over 30,000 popula
tion, and, since the statistics of the department of commerce of the
United States government cover only cities having a population
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of 30,000 or more, information regarding the other cities and
towns of the state is not available. In the rural sections of the
state, however, practically 100 per cent. of the revenue is raised
from property taxes, and therefore it is probably safe to estimate
that in the state, outside of the cities of Denver, Pueblo and Colo
rado Springs, 98 per cent. of the revenue is raised from general
property taxes. If this estimate be correct, a weighted average
of both cities and rural sections would show that 91 per cent. of
the entire public revenue for the purpose of local government
comes from the general property tax. According to a study by
Professor Lionel C. Eddy of the bureau of business research of the
Indiana University, whose study was based on the United States
Department of Agriculture Year-book, 1924, he determines that
the percentage of all state and local revenue derived from gen
eral property tax in Colorado is 92
per cent. Therefore, it
seems conservative to say that from 90 to 95 per cent. of all
public revenue in Colorado comes from this source.
State government
In the case of the state government, a greater portion of its
revenue comes from sources other than general property tax.
Inheritance tax, gasoline tax, etc., constitute a considerable por
tion of its revenues. However, it is interesting to compare the
percentage of state revenue derived from general property taxes
in the various states.
Two states—California and Pennsylvania—derive none of
their state revenue from general taxes. Five states get less than
20 per cent. from this source; two states from 20 to 30 per cent;
six states from 30 to 40 per cent; six states from 40 to 50 per cent;
three states from 50 to 60 per cent; fifteen states from 60 to 70 per
cent; six states from 70 to 80 per cent; two states from 80 to 90
per cent., and one state—Nebraska—gets 92.1 per cent. of its
revenue from this source. From this it will be noted that
exactly half of the states receive more than 60 per cent. of their
revenue from general taxes. Colorado gets 69.1 per cent. from
this source.
The effect of receiving other sources of revenue would be to
relieve the strain on property. The extent to which this relief
would be felt would be in proportion to the percentage of the
public revenue raised by the property tax. Revenue from other
sources will not be affected, inheritance taxes will be just as
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productive, the gasoline tax will undoubtedly remain the same
and since the general property tax is resorted to as a means of
supplying the difference between the miscellaneous classes of
revenue and the required budget, any relief obtained through an
income tax would be felt by the property owners.
THE INCOME TAX

Perfect in theory

The advance in standards of government in recent years,
during which society has demanded that public standards
be advanced to keep pace with the progress in private stand
ards of living, made greatly increased revenues necessary, and
that, together with the extraordinary requirements of war,
rendered the system of property taxes as a sole source of revenue
grossly inadequate. This caused the students of public finance
to renew the consideration of income tax as a source of relief.
The income tax is generally conceded to be in theory the most
equitable tax ever devised. It is essentially a faculty tax: the
more a man earns the more he is able to spend; therefore, the
more he is able to contribute to the support of the government.
It is apparent that the income tax will be more productive in
the more highly developed states, for in those states commerce
is organized on a larger scale, the income is more readily ascer
tainable and the amount of exemption is less per dollar of
income.
Federal income tax

The federal government, while it had levied an excise tax on
corporations prior to the war, enacted the income tax as a war
measure. However, its success has been such that it is generally
believed it will be a permanent part of our federal revenue laws.
An interesting phase of the situation is that the reduction of rates
for federal income taxes has been followed by an increase of
revenue. This does not mean that the increased revenue has
been the result of the decrease in rate, for undoubtedly the
economic conditions have figured largely in the result; neverthe
less, it will probably result in a continuation of the kindly
feeling the public as a whole has for this method of taxation.
The success of the federal income tax has given a decided im
petus to state income taxes and the propriety of the federal
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government’s continuing in the income-tax field instead of
turning this source of revenue over entirely to the states has
been the subject of serious discussion. Assuming, however, that
income tax is a permanent institution so far as the federal gov
ernment is concerned, its availability as an additional source of
state and local revenue is a subject that is engaging the attention
of most states in the Union at the present time.
State income tax
History:
A brief review of the history of state income tax is helpful
in the study of its practicability at the present time. Income-tax
laws were enacted by some of the states prior to the civil war
and the civil-war conditions caused the enactment of similar
laws in other states. These were not modeled along the lines of
modern income-tax laws and prior to 1912 some sixteen states
had tried the experiment and failed. However, three states,
Virginia, North Carolina and South Carolina still kept on their
statute books and enforced the income-tax laws enacted during
the civil-war period.
Modern income-tax legislation may be said to date from the
year 1911. Wisconsin led the way by adopting in 1911 the first
modern income tax. Mississippi adopted an income tax in 1912;
Massachusetts adopted a personal income tax in 1916 and in
1919 enacted a corporation income-tax law. Missouri and
Oklahoma adopted the state income tax in 1917. Virginia,
which had one of the old-type income-tax laws dating from 1843,
enacted a modern corporation income-tax law in 1916 and a
modern personal income-tax law in 1918. Alabama enacted a
state income-tax law in 1919 but the state supreme court declared
it unconstitutional in 1920. New Mexico adopted an income-tax
in 1919 but repealed it in 1921. North Carolina adopted it in
1921 but she had had the old-type law since 1849. South Carolina
followed her sister state in 1922; Arkansas joined the procession
in 1923 as did also New Hampshire, limiting it, however, to
certain sources of income. The Arkansas law was later declared
unconstitutional. Oregon passed a similar law in 1923 but it
was repealed by an initiative measure in 1924.
To summarize, there are seven states—Mississippi, Missouri,
North Carolina, South Carolina, North Dakota, Virginia and
Wisconsin—that have combined personal and corporation income-
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tax laws. Two states, Massachusetts and New York, have
personal income-tax laws and also distinct corporation income
tax. Three states, Delaware, New Hampshire and Oklahoma,
have personal but no corporation income-tax laws. Two states,
Connecticut and Montana, have a corporation income tax but
no personal income tax. All states having an income-tax law
base the tax on net income. Arkansas had a law basing it on
gross income which was declared unconstitutional. West
Virginia has no income-tax law but it has a gross-sales tax on cer
tain national products.
Again, summarizing it in a slightly different manner, nine
states at the present time have personal and corporation incometax laws; three states have personal income tax only and two
states have corporation income tax only, making a total of
fourteen states with income-tax laws.
Reviewing the thirty-four states that do not have income-tax
laws, we find that one has adopted a constitutional amendment
prohibiting the enactment of an income-tax law. One has a
state income-tax law now under consideration. One passed an
income-tax law which was later referred to the people and rejected.
Two passed income-tax laws which were held unconstitutional by
their courts. Three passed income-tax laws that were later
repealed and nine have considered the subject but have rejected
it. Seventeen have taken no action. This gives briefly the
history of income-tax legislation in the United States.
Probable future developments:

The future development of income tax will depend largely
upon the attitude of the courts. Under the constitutions of some
states, if it is determined to be a property tax it is legal. If it is
determined to be an excise tax it is illegal. In Massachusetts
the supreme court held the income tax to be a property tax.
In another state with almost identical conditions, in both its laws
and constitution, the court held income tax to be an excise tax.
Judicial opinions will therefore have to be somewhat standardized
before the states will know what powers they have under their
respective constitutions. In many states it will mean an amend
ment of the constitution before a law can be enacted. All states
that have tried it have found it to be a valuable adjunct and
Henry F. Long, commissioner of corporations and taxation of
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Massachusetts, has stated that in his opinion all states will
eventually adopt it.

Basic theories and administrative features:
In the adoption of a state income-tax law the first consideration
is the basis for the calculation of the tax. As stated before, all
states now having income-tax laws base them on net income.
Arkansas enacted a law basing it on gross income but that law
was declared unconstitutional. The points on which the decision
turned were not, however, on the basis of calculation. Gross
income does not measure a taxpayer’s ability to pay. A large
gross income may all be spent in cost of production while a small
gross income may net the individual a large return. This,
together with the fact that the federal government has taxed on
net income successfully, has perhaps established the net income
as a permanent basis for the levying of the income tax in the
states.
The subject of income tax falls naturally into two groups:
individuals and corporations, and all laws must make specific
provisions for each class of taxpayer. More important than this
classification are the theories of classification of income according
to sources. Massachusetts is the only state which distinguishes
between earned and unearned income. It therefore has from
this viewpoint the most equitable law of all states, inasmuch
as it is generally conceded that unearned income is capable of
paying a higher rate of tax than an earned income. All states
exempt certain classes of income entirely. One state exempts
salaries of ex-service men received from the American Legion;
two states exempt salaries of certain officers; three states exempt
government pensions; three states exempt soldiers’ insurance
and disability allowances; three states exempt stock dividends;
six states exempt ordinary corporate dividends; six states exempt
health and accident insurance; eight states exempt workmen’s
compensation and damages; nine states exempt the proceeds from
life insurance. All the fourteen states except North Carolina
exempt the income from United States bonds and bonds of the
taxing state and its subdivisions. North Carolina taxes interest
received from municipal bonds. All states exempt federal
salaries, bank dividends and gifts and inheritances. The lastnamed item, however, comes in for its contribution through the
inheritance taxes.
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Much discussion has been entered into regarding the duplica
tion or overlapping of taxes. For instance, it has been argued
that if a man pays a general property tax, a tax on the income of
his business and a tax on his individual income he may be paying
three taxes on the same wealth. A careful analysis of this situa
tion should be made. Income tax on individual persons should
be regarded as a tax on the person and not on the source of his
income. It is his contribution to government at his place of
residence. On the other hand, the tax on a business should
be considered as its contribution to government at the place of
doing business for the protection and privileges granted it by the
government. In other words, the man who lives and has his
business in one place should pay more taxes than the man who
merely lives there, or conducts his business there and resides
elsewhere, for the former is receiving more benefits.
The justice of assessing a property tax and also an income
tax is not so clear. However, an analysis of the situation shows
that such a system is not unjust. Most states adopting incometax laws have exempted entirely from the operation of the general
property tax all intangible property and some tangible personal
property also; not that they should not be taxed but because the
intangible property could not be found and because the assess
ment of personal property used in business is grossly unequal to
day, with little prospect of material improvement in the situation.
No state has repealed its tax on real estate, however, and there
fore any consideration or study of the subject of income taxes
must take into account the equitable correlation of the two
taxes. A careful analysis of the situation seems to show that
there is no reason why a man should not pay a real-estate property
tax and also an income tax on the income derived from that basis.
Income tax is based on what is left after deducting the property
tax. The property tax is a tax for the benefits received from
government and is an operating expense. The income tax is a
personal tax based upon ability to pay and measured by the
net income.
A. E. James, in a paper entitled The Coordination of Income
and Property Taxes, presented before the National Tax Conference
in 1923, puts it in this way:
“As between the recipient of an income, net, of $100,000 from invest
ments in real estate and the recipient of an income, net, of $100,000 from
bonds, there is no difference in income-tax-paying capacity and no reason
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for any discrimination whatsoever. Moreover, the acceptance of such
a principle immediately raises impossible complications. No difficulty
arises so long as the owner and the property are found side by side in the
same taxing jurisdiction. The exemption of the income from real estate,
for instance in New York, would not create any problems if all New York
real estate were owned by New Yorkers, and New Yorkers owned no
outside real estate. But suppose a New Yorker owns real estate in Penn
sylvania, and a resident of Pennsylvania owns real estate in New York.
Under such circumstances, New York will quite likely consent to exempt
its resident upon his real-estate income, which it should not do, since his
contribution to New York should be measured by his ability to pay; and it
will quite as likely insist upon taxing the income of its non-resident real
estate owner upon the ground that he derives income from a source within
New York. Most likely of all, and this is the present law, New York
will tax all of the income of its residents derived from any source, and at
the same time tax the income of its non-resident owners of property, so
far as such income is derived from property or business located within the
state, thereby giving rise to improper and undesirable double taxation in
the event that other states pursue the same course.”

There is no duplication of taxes because a man pays a tax on his
real estate and also on the income derived from that source, but
there is a duplication if the states with income-tax laws do not so
coordinate their laws that a taxpayer is not assessed by two or
three jurisdictions. Ten states tax non-residents on income from
within the state, but three of them allow deductions for taxes
paid on this income to the state of their residence. The seven
who do not make this deduction are guilty of loading these
non-residents with a double tax. Ten of the states tax residents
on all income received from activities within the state and else
where, but two of these states allow deductions for income taxes
paid other states.
A study of the laws of the several states shows a marked lack
of uniformity in administrative features.

By whom administered:
Experience seems to show that an income-tax law must be
administered by the state. It requires a staff with some technical
ability, and some sort of record is essential. Of the eleven states
taxing the income of corporations, it is found that one has the
law administered by the state treasurer and the other ten by the
state tax commission. Of the twelve states taxing the income of
individuals, we find that one puts administration of the law in
the hands of the state auditor; one in the hands of the state school
tax board; two in the hands of the state treasurer and the other
eight in the state tax commission. This indicates that most of
the states feel that the state tax commission is the proper body to
administer an income-tax law.
272

State Income Tax
Distribution of revenue:
Of the revenue derived from income tax on corporations, one
state pays it all over to the schools; two states divide it between
the state and local governments and the other eight pay it all to
the state government. Of the revenue received from the tax on
individuals, one state pays it all over to the local governments;
two states pay it all over to the schools; two states divide it be
tween the state and the local governments and the other seven
pay it all to the state; from which it will be seen that most of the
states apply their income-tax revenue exclusively to state expenses.

Rates:
There is a considerable spread of rates among the states having
income taxes. As to corporations, the minimum rates range
from 1 per cent. to 4½ per cent. of the net income and the maxi
mum rates range from 5 per cent. to 9 per cent. However, only
two of the eleven states taxing corporations have more than one
rate, the other nine having a flat rate. The minimum rates on
personal incomes range from ¾ of 1 per cent. to
per cent. and
the maximum from 1 per cent, to 6 per cent.
Considerable theoretical discussion has taken place on the
classification of income according to the rates of return. This is
on the theory that wealth is entitled to its interest and that the
difference between the interest on the investment and the net
income should be the measure of taxes. For instance, a man
receiving $1,000 net income from a $100,000 investment should
not pay as much taxes as the man receiving $1,000 net income
from a $10,000 investment. While undoubtedly this theory is
correct, the difficulty of its application has probably deterred
the various states from making it a part of their laws. Another
consideration concerning rates is whether they should be fixed
or progressive according to the amount of income, it being argued
that a man receiving a $2,000 salary can not afford to pay as high
a rate of tax as a man receiving a $10,000 salary. Opinion seems
to be fairly well crystallized on this particular point and authori
ties seem to agree that taxes on corporations should be fixed,
while the incomes of individuals should be taxed progressively.
Exemptions:
Three states allow exemptions to corporations. Mississippi
allows $1,000, South Carolina $2,000, and Montana $2,500. All
states allow exemptions to individuals. These exemptions range
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as follows: single persons, $200 to $3,000; married persons,
$200 to $4,000; exemption for dependent children, $200 to $500.

Revenue produced:
A most important consideration is the revenue that may be
expected from the enactment of an income-tax law. Professor
Eddy in his publication on State and Income Taxation published
in October, 1926, makes the following statement:
“Less than 10% of state and local taxes combined is derived from
state income taxes in the states which rely most heavily on that form of
taxation. From about 2 to 6% of all state and local taxes is derived from
state income taxes by the majority of states employing that form of
revenue. Unless a state is highly urbanized, as is Massachusetts or
New York for instance, it does not, at the most, count on deriving more
than six or seven cents of its state and local tax-dollar from state income
taxes including both personal and corporation levies.”

The income tax is more sensitive to business cycles than are
other taxes. In assessing general property taxes the effort is to
reflect the trend of value rather than the temporary fluctuations,
and, therefore, the revenue from that source will be stable and
dependable for purposes of governmental expenditure. However,
the income tax during a prosperous period will be especially pro
ductive, while in a period of business depression it will yield less
and the state may be left without sufficient revenue to meet its
needs. On the other hand, by the same token, the income tax
will reflect more accurately the ability of the taxpayer to pay and
therefore in dull periods it is more equitable from his viewpoint
to collect from him a smaller tax. In other words, from the
viewpoint of the taxpayer income tax is the fairest and most
practical kind of tax, while from the viewpoint of the government
it is unstable and undependable. This fact, however, is not a
serious argument against the income tax since it must always be
considered as a part of the system of taxation in which a con
siderable portion of the public revenues are raised by other means,
thus providing the stabilizing factor.
In most states the adoption of the income-tax law has been
made with the expectation of a greater revenue from personal
property. Some have continued the tax on intangibles and other
personal property at the regular general property rate and in
addition have collected the income tax, while other states have
classified intangibles, assessing them at a lower rate in addition
to collecting the income tax, and still other states have exempted
personal property entirely. The common experience of the state
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seems to have been that where the income tax has been definitely
substituted for taxation of intangibles as property there has been
immediately a material increase in the revenues from this source.
The income tax was naturally expected to afford relief to city
real estate but the relief expected has not often been realized.
This is probably not due to the inefficacy of the income-tax
laws but rather to increasing cost of government that would have
taken place regardless of the method of raising the revenue.
The income tax is essentially an urban tax, since commercial
and industrial centers will pay pretty nearly all of it. It might
therefore be assumed that the farmer would be relieved of his
burden of taxation by the levying of an income tax. If, however,
the revenue is returned to the district producing it, it does not
benefit the farmer. If it goes to the state government it does ben
efit the farmer at the expense of the cities. If the theory of the
tax is correct, however, the farmer is entitled to this relief since his
income is less than that of industrial and commercial capitalists.
Cost of administration:
The fact that highly developed and wealthy states may find the
income tax a productive source of revenue would not cause it
necessarily to follow that a less highly developed state would have
the same experience, inasmuch as the cost of administration per
dollar of revenue would naturally be increased in the poorer
states. Therefore, a consideration of the cost of administration
has an important place in the study of state income taxes. Natu
rally it costs more per dollar to collect personal income taxes than
it does to collect corporation income taxes because there are fewer
returns in proportion to the amount of tax when corporation
reports are being handled. The cases are fewer and the amount
involved greater. It costs New York about one fourth of one
per cent. to collect its corporation taxes.
A study of the records of various states indicates that it costs
between two and three cents for every dollar of personal income
tax collected and a fraction of a cent for every dollar of corpora
tion income tax collected. This compares very favorably with
the cost of collecting other forms of taxes. A state income tax
becomes unnecessarily burdensome where the taxpayer is required
to make out a state return on a basis different from that of his
federal return. Many of the states have minimized this difficulty
by providing forms similar to those of the federal government.
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Should there be a state income tax in Colorado?
A fundamental consideration in the question of whether or not
there should be an income tax in Colorado is the possibilities under
the present constitution. If the law should be regarded strictly
as an income tax or excise tax, it probably would be declared un
constitutional. If, however, it were considered as a property
tax it would undoubtedly be sustained. The difference in the
decisions of supreme courts in other states makes the matter
somewhat uncertain. For the last few years there has been in
certain quarters a decided opposition to the idea of adopting a
state income tax. This opposition developed largely as a result
of the action of Florida in amending her constitution so as to
prevent the enactment of an income-tax law at any time in the
future. The action of Florida, however, was a gesture which
was productive for a time but which could not, in the nature of
things, prove a permanent benefit. This is already being realized
and little probably will be heard of Florida’s example in the
future, although undoubtedly it has given income-tax legislation
a set-back.
The total assessment of general property in Colorado in 1925
was $1,540,000,000. Of this, $240,000,000, or 16 per cent., was
represented by personal property. If an income-tax law in
Colorado carried with it the exemption of personal property, it
would have to produce at least as much revenue as the personal
property now yields. The average assessment in the state is in
the neighborhood of 3 per cent. The income tax would therefore
have to produce more than $7,200,000 in order to be a benefit.
According to the federal government’s report of federal income
taxes collected, Colorado paid in income taxes in 1926 $11,975,000.
Delaware paid an income tax of $9,000,000, collecting from its
state income tax on individuals only $568,000. Oklahoma,
where $15,000,000 was paid in federal income tax, collected from
its state tax on individuals only $189,000. Virginia, where
$17,000,000 was paid in federal taxes, collected $1,544,000 under
both its personal and corporation income-tax laws. North
Carolina, where $17,000,000 was paid in federal taxes, collected
$4,481,000 from the state income tax. In Wisconsin, where
$28,000,000 was paid in federal taxes, $6,669,000 was collected
from income tax. In Connecticut, where $29,000,000 was paid
in federal taxes, $2,626,000 was collected from the state income
tax, this being on corporations only, however. In Missouri,
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where $49,000,000 was paid in federal income tax, $3,344,000
was collected from state income tax.
In other words, only two states having income-tax laws col
lected from this source more revenue than the state of Colorado
would lose by exempting all personal property from the general
property tax. These two states are Massachusetts and New
York. This would seem to show conclusively that Colorado
could not afford to enact an income-tax law and at the same time
exempt all personal property. If it enacted such a law, it could
well afford to exempt intangible property, retaining the regular
tax on tangible personal property. Another significant compari
son is the state income tax collected per capita in the various
states. In no states, except New York and Massachusetts, does
the tax amount to more than $2.44 per capita. Considering the
population of Colorado as 1,000,000, and calculating the revenue
from income tax at $2.44 per capita, it would show a revenue
from this source of $2,440,000.
CONCLUSION

Not many years ago Colorado was classed as being one of the
six states having the best tax laws in the country. Today it
is among the most backward. Its tax system has been out
grown; there is a flagrant inequality in the distribution of the
burden of government and a recodification of the tax laws should
be undertaken at an early date, when careful study should be
given to all the progressive steps taken by other states.
In such a revision, the state income tax should undoubtedly
find a place. Reliance upon it, however, as a substantial source
of relief is probably unwarranted. Nevertheless, the present
situation demands the adoption of every legitimate means of
reducing the burden on real estate which is so severely felt
throughout the state of Colorado.
To do this, education of the voter, and especially the taxpaying
voter, is necessary, and no opportunity should be overlooked to
direct the attention of the public to the subject of state income
tax and its beneficial features as a means of obtaining some relief.
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